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YŜȅ ²Ŝǎǘ DŜƴŜǊŀƭ 9ƳǇƭƻȅŜŜǎΩ CǳƴŘ

Second Quarter Market Recap:

The second quarter of 2021 saw the equity market continue to move 

upward (34 new highs for the S&P in 2021) with the index gaining another 

8.5%, bringing the mid-year total return to 15.2%.   This was the second 

best first half performance for the market since the dot com bubble.  The 

market has benefited from stronger earnings, progress in vaccinations, and 

improving consumer confidence.  The final reported earnings for Q1 were 

up 52.4% versus the prior year.  This more than doubled the March 31st 

consensus forecast of an earnings gain of 23.8%.  The US has also benefited 

from a faster vaccine rollout relative to other countries, with 46.1% of 

Americans now fully vaccinated.  And while it has not been a straight-up 

trend, consumer confidence has improved to a level of 127.3, which is the 

highest since the start of the pandemic.  GDP has not disappointed either, 

with first quarter GDP growing at 6.4%, and the second quarter forecasted 

to have grown 8.3% according to the Atlanta Fed.  The Conference Board 

consensus forecast for GDP growth for full year 2021 has risen to 6.6%, up 

from 5.5% at the end of Q1.  What has been somewhat surprising given the 

strength of the economy and the consumer, is that interest rates have 

remained subdued, even as whiffs of inflation have percolated as the 

economy reopens.  The yield on the 10-year US Treasury bond started the 

second quarter at 1.74%, and subsequently fell to 1.45% at quarter end. 

Commodity prices have rallied with crude oil up 53% in the past six 

months, while metals such as copper and aluminum are both up over 20%.  

The price increases are not limited to industrial commodities, as food 

commodities such as corn (+41%), and cattle (+13%) have moved higher.   

Inflation is apparent in both the Consumer and the Producer price indices.  

The CPI for May rose 5% over the past year, and ex food and energy was 

up 3.8% (the fastest core growth since June of 1992).  The May Producer 

Price Index increased 6.6% in the past year (a record), with its core up 

рΦо҈Φ  ¢ƘŜ CŜŘŜǊŀƭ wŜǎŜǊǾŜ ŦƻŎǳǎŜǎ ƻƴ ά/ƻǊŜ t/9έ ŀǎ ǘƘŜƛǊ ǇǊŜŦŜǊǊŜŘ 

inflation barometer, but even the Core PCE is increasing with the May 

number at 3.4%, up from 3.1% in April. The Fed has stated they will allow 

ƛƴŦƭŀǘƛƻƴ ǘƻ άǊǳƴ Ƙƻǘέ όŀōƻǾŜ ǘƘŜƛǊ н҈ ǘŀǊƎŜǘύ ǳƴǘƛƭ ǘƘŜ ŜŎƻƴƻƳȅ Ŏŀƴ ǊŜŎƻǾŜǊ 

ǘƘŜ Ƨƻōǎ ƭƻǎǘ ǘƻ /ƻǾƛŘΦ  Iƻǿ ƭƻƴƎ ŀƴŘ Ƙƻǿ ƳǳŎƘ ŀōƻǾŜ ǘƘŜ CŜŘΩǎ н҈ ǘŀǊƎŜǘ 

will likely be determined by how fast wage inflation grows.  Wage inflation is 

currently at 2%, and with the April and May jobs reports coming in below 

forecasts the Fed may have some breathing room in their insistence that the 

ŎǳǊǊŜƴǘ ƛƴŦƭŀǘƛƻƴ ǿŜ ŀǊŜ ŜȄǇŜǊƛŜƴŎƛƴƎ ƛǎ άǘǊŀƴǎƛǘƻǊȅέΦ  ²ŀƎŜ ƛƴŦƭŀǘƛƻƴ 

historically is the major transmission mechanism that drives inflation, and 

while there is labor slack at present with an unemployment rate of 5.8%, 

there are also over 9 million job openings that are unfilled.  As Federal 

unemployment benefits end we will find out how quickly these jobs are 

filled, or if we have a mismatch in skills required to fill those jobs.  We 

believe that the course of inflation will be the key metric to watch as we 

move through the second half of the year.     

The Q2 was the fifth consecutive quarter of market gains, but a mixed bag in 

terms of what worked from a sector standpoint, without a clear 

differentiating trend.  If there was any trend at all it was that quality growth 

stocks reasserted themselves to a  degree over value as interest rates fell.   

The month of June was especially perplexing as the stocks that had been the 

bottom 20% of performers over the previous six months became the best 

performers in June (+5.7%), while the 20% best performers of the prior six 

months swapped places and were the worst performers (-2%). The best 

performing sector in the quarter was Real Estate gaining 13.1%, followed by 

¢ŜŎƘƴƻƭƻƎȅ ŀǘ ммΦс҈Φ ¢ƘŜ ¢ŜŎƘ ǎŜŎǘƻǊ ǿŀǎ ŀ ƎƻƻŘ ŜȄŀƳǇƭŜ ƻŦ ǘƘŜ άŦƭƛǇ ŦƭƻǇέ 

that occurred in Q2 as Tech was only up 1.7% in Q1. 

Period Ending 6/30/2021
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 historically producing a return of 1.4%. We believe that inflation will hold 

the key to market returns in the second half.  Inflation has an impact on 

market valuations as higher inflation leads to higher interest rates which 

reduce the present value of future cash flows. Whether or not companies 

will pass on their higher costs to consumers or absorb those costs 

themselves will have impacts on consumer psychology, consumer spending, 

corporate profit margins, and eventually corporate earnings.  Inflation 

impacts the value of the dollar and its purchasing power.  Inflation could 

offset gains in wages that have been difficult to achieve.  But perhaps most 

ƛƳǇƻǊǘŀƴǘƭȅΣ ŀƴ ƛƴŦƭŀǘƛƻƴ ƭŜǾŜƭ ƻŦ н ς п҈ ƘƛǎǘƻǊƛŎŀƭƭȅ Ƙŀǎ ŀƭƛƎƴŜŘ ǿƛǘƘ ŀ 

market price earnings multiple of 17.4X on average over the last seven 

decades, in contrast to a 0 -2% inflation rate that has supported a multiple 

of 18.6X.  With the current market multiple at 21.5X, the market could face 

valuation compression if inflation were to persist at higher levels. The 

Federal Reserve believes that inflation will moderate as we lap the easy 

ŎƻƳǇŀǊƛǎƻƴǎ ƻŦ ƭŀǎǘ ȅŜŀǊΦ  LǘΩǎ ǘǊǳŜ ǘƘŀǘ ǘƘŜ ŜȄǘǊŜƳŜƭȅ Ŝŀǎȅ ŎƻƳǇǎ ǿƛƭƭ Ǌƻƭƭ 

ƻŦŦ ǘƘŜ ŎŀƭŜƴŘŀǊΣ ōǳǘ ǿŜ ŘƻƴΩǘ ǎŜŜ ǇǊƛŎŜǎ ŦŀƭƭƛƴƎ ƛƴ ǘƘŜ ƴŜŀǊ ǘŜǊƳ ŀǎ Ǝƭƻōŀƭ 

demand remains strong and supply chains are stretched.  The Fed could be 

pointing to retail sales for May that fell by 1.3% as the benefits of stimulus 

payments ebbed, but nevertheless sales were still up 18% above February 

2020 levels.  Job reports for April and May were strong, but below 

consensus expectations.  Only time will tell which theory is right.  But we 

also have the issues of the M2 money supply growing at an elevated level of 

18% (down from over 30%), and a Fed balance sheet that has ballooned 

from $4 trillion pre Covid to $8 trillion currently.  The Fed continues to buy 

$120 billion of securities in the fixed income market each month. Fiscal 

stimulus that was provided to consumers through the pandemic to replace 

lost income will go away, but an infrastructure program is also likely to be 

approved as well as additional social spending.  As the Fed tries to begin the 

process of normalizing, will they begin to taper (cut back on securities 

Energy maintained its place near the top of the leaderboard in Q2 as crude 

prices continued to climb, and the sector gained 11.3%.  A noteworthy 

milestone reached at the end of the quarter was Facebook (+18% in Q2) 

piercing the $1 trillion market capitalization level, becoming only the fifth 

company to reach such rarified air.   Cyclical sectors such as Industrials 

lagged the index with a 4.5% return, along with Materials and Consumer 

Discretionary at 5.0% and 6.9% respectively.  Financials were just narrowly 

ōŜƘƛƴŘ ǘƘŜ ƛƴŘŜȄ ŀǘ уΦп҈Σ ŜǾŜƴ ǿƛǘƘ ǘƘŜ ŘŜŎƭƛƴŜ ƛƴ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎΦ  ¢ƘŜ άǊƛǎƪ 

ƻƴέ ƴŀǘǳǊŜ ƻŦ ǘƘŜ ƳŀǊƪŜǘ ǿŀǎ ǎǘƛƭƭ ŜǾƛŘŜƴǘΣ ŀǎ ǘƘŜ ŘŜŦŜƴǎƛǾŜ ŎŀǘŜƎƻǊƛŜǎ 

Consumer Staples and Utilities lagged returning just 3.8% and -0.4%. Our 

opinion is that if interest rates were going to stay low for an extended 

period, we would likely see a dividend yielding sector such as Utilities 

exhibiting better relative performance, not worse.    Year to date Energy 

and Financials are the best performing sectors with gains of 45.6% and 

25.7%, while Consumer Staples and Utilities are the worst at 5% and 2.4% 

respectively.  

What can we expect in the months ahead? After a strong first half of 2021, 

and with GDP growth solid and expected to show continued growth into 

2022, the outlook for the economy appears to be on solid footing.  While 

that is a positive, the economy will be growing at a slower rate in 2022 

ǾŜǊǎǳǎ нлнмΣ ŀƴŘ ǿŜ ƘŀǾŜ ǎŜŜƴ ǘƘŜ άǇŜŀƪέ ǊŀǘŜ ƻŦ ŎƘŀƴƎŜ ƛƴ ƳŀƴǳŦŀŎǘǳǊƛƴƎ 

and services indices.  In short, while the economy will continue to move 

ahead at a positive rate, we are now growing at a decelerating rate versus 

the easy comparisons coming out of the shutdown.  We know from history 

that the second year coming off a major market bottom (spring of 2020), is 

usually more volatile than the first year, and produces lower returns, with 

the market typically moving sideways for a period.  We are now in that 

time frame and would expect market returns to be muted over the next 

few months.  The third quarter is also seasonally the weakest quarter
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2Q21 Equity Commentary
purchased each month) in late 2021 or early 2022? The data will dictate 

the timing.  We know from the taper tantrum that occurred in 2013 that 

volatility could increase, and that cyclical sectors such as Industrials, 

Consumer Discretionary, and Financials were the best performers during 

ǘƘŀǘ ǇŜǊƛƻŘΦ  !ƴŘ ŘƻƴΩǘ ŦƻǊƎŜǘ ǘƘŀǘ ǘƘŜǊŜ ƛǎ ŀƭǎƻ ŀ Ǉƻǎǎƛōƛƭƛǘȅ ǘƘŀǘ ǘŀȄ ǊŀǘŜǎ 

will be increasing on corporations, individuals, and capital gains.  Whether 

or not any of the proposed tax rates will be retroactive is unknown.        

The market is currently trading at a P/E multiple of 21.5X forward 12-

month earnings, above the 5 and 10 year average of 18.3X and 16.3X 

respectively.  The price to cash flow multiple is also above historical 

averages at 15.8X versus the long-term average of 10.9X.  While the 

valuations levels are not cheap, they are also not excessive.  We need to 

keep in mind that earnings are growing at a rapid clip, with the Q2 earnings 

estimated to have increased 62%, which would be the highest year over 

year growth rate for the S&P since Q4 2009.  Earnings for full year 2021 are 

forecasted to increase by 35%, with another gain of 11% in 2022.  It is now 

appearing that the strong eps growth of 2021 could be taking away from 

the projected growth in 2022, as 2022 earnings estimates have come down 

from their March 31st forecasted growth rate of 15%.  With this level of 

earnings strength, the market is growing into its valuation.  In the earlier 

periods of the pandemic, it was thought by many that it could take the 

market until 2023 to recover to the 2019 level of earnings.  It now appears 

that we will eclipse 2019 earnings this year.  The one caveat that could 

lower earnings which is not currently embedded in estimates would be the 

implementation of new taxes.   

We are encouraged by the reopening of the US economy and the return to 

an almost normal environment for most.  We are excited to see spectators 

and patrons at sporting events and concerts, indoor dining, and the return 

of leisure air travel.  There will continue to be challenges as variants of Covid 

evolve, but with vaccinations and acquired immunity we are closer to Covid 

becoming an endemic virus, but hopefully one that will be less virulent and 

widespread.  Progress in these situations is never as fast as any of us would 

like, but now 16 months or so past the initial onslaught, we have made 

significant progress.  As always, we thank you for your trust and confidence, 

and we are here to answer any investment questions that you may have.  

Stay well.   
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For the 2

nd
 quarter the large cap value portfolio slightly underperformed 

the Russell 1000 Value index by 18 basis points, however the portfolio is 

still well ahead of the benchmark for the year by close to 300 basis points. 

The quarter can best be described of the haves and have nots. The 

portfolio was ahead of the index by over 100 basis points,  up until 

/ƘŀƛǊƳŀƴ tƻǿŜƭƭΩǎΩ ŎƻƳƳŜƴǘǎ ƻƴ WǳƴŜ мсth, led by financials and basic 

material securities. That all reversed when Chairman Powell stated that the 

committee believes inflation is transitory and will ebb as the reopening of 

the economy continues and the bottlenecks in the supply chain erode. 

These comments resulted in a collapse in ten-year treasury rates toward 

the 1.27% level at the time of this writing.  Equity investors responded by 

selling Banks, which tend to be interest rate sensitive and buying 

¢ŜŎƘƴƻƭƻƎȅΣ ǿƘƛŎƘ ōŜƴŜŦƛǘǎ ŦǊƻƳ ƭƻǿŜǊ ǊŀǘŜǎΦΦ ¢ƘŜ ƻƭŘ ŀŘŀƎŜΣ  άŘƻƴΩǘ ŦƛƎƘǘ 

ǘƘŜ ŦŜŘέ ǎǳǊŜ ǇƭŀȅŜŘ ƻǳǘΦ

Reviewing the following chart, one can see the violent shift in market 

direction over the three-month period. The XLF (Financials), represented 

by the white line compared to the XLK (Technology), yellow line had a 

complete roll reversal for the remainder of the quarter. One aspect of our 

model that we believe should have been true as interest rates fall, is that it 

favors dividend paying securities. We had an anticipation that the banks 

ǿƻǳƭŘ ōŜ ŀ ƳŀƧƻǊ ōŜƴŜŦŀŎǘƻǊ ƻŦ ǘƘƛǎ ǘǊŀŘŜΣ ƴƻƴŜǘƘŜƭŜǎǎ ƛǘ  ƘŀǎƴΩǘ ǇŀƴƴŜŘ 

out yet. On June 28, all major banks, with the exception of CitiGroup 

increased their dividends and in some instances doubled them. We took 

this as a good sign of the health of the banks and their willingness to 

reward investors and distribute some of their reserve cash. Unfortunately, 

ǘƘŜ ƳŀǊƪŜǘǎ ŘƛŘƴΩǘ ǊŜǎǇƻƴŘ ŦŀǾƻǊŀōƭȅΣ ŀƴŘ ǘƘŜ ōŀƴƪǎ ōŀǊŜƭȅ ƳƻǾŜŘ ƻƴ ǘƘƛǎ 

news. 

As the quarter ended the model began sorrowing on the banks 

and as such we have been tactically moving in a different direction 

in the sector. The model still has the sector rated in the top 

quartile of the index, but it has been showing strength in credit 

cards and asset managers, which is consistent with the direction 

of the markets now.

On another note and a major shift in the Russell 1000 Value index 

was the reconstitution at the end of the quarter. The largest move 

came in the Health Care sector where it went from a 12.5% 

weighting on June 25
th

 to a 17.6% on June 28
th

. What this has 

caused is for us to assess what securities show up in our model 

and adjusting our weights. By way of example, prior to the 

rebalance we were equal weight staples; after we were 200 basis 

points underweight; discretionary, we were equal weight, now 
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200 basis point overweight; lastly, basic materials fell from the mid 5% to 

the mid 3% weighting.   Additionally, some of our favorite names are no 

longer in our index and therefore will not show up in our quantitative 

model and we will be working diligently on finding new names as a 

replacement.

What we see moving forward is opportunities. We believe the equity 

markets will continue to be robust and as more people return to work, 

schools reopen, and more vaccinations are administered the US economy 

will continue to grow. However, we are cognizant of the fears of inflation 

and rising interest rates, which we believe must eventually happen and as 

our model detects changes in corporate fundamentals we will adjust 

appropriately.

As always, please feel free to contact us with any questions as we are here 

to serve you.
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Russell Reconstitution
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2Q21  Large Cap Growth Equity Commentary
Equity markets continued to trend higher during the second quarter, as 

ŦƛǊǎǘ ǉǳŀǊǘŜǊΩǎ ƻǇǘƛƳƛǎƳ ǎŀǿ ŦǳƴŘŀƳŜƴǘŀƭ ŦƻƭƭƻǿπǘƘǊƻǳƎƘΦ /ƻƴǎǳƳŜǊ 

confidence rose to its highest mark since the pandemic, GDP has been 

strong with full year estimates rising, and both fiscal/monetary policy 

remain generally supportive. While the Federal Reserve has not changed its 

accommodative stance on monetary policy, market concerns about the 

pace/timing of policy normalization caused bond yields to fall from their 

first quarter high. This was a positive for the Russell 1000 Growth Index, as 

the valuation multiple compression experienced during Q1 was no longer a 

headwind. For the second quarter, the Russell 1000 Growth Index rose 

11.93%.

Like the broad market Indices, factor performance this quarter saw a 

return towards growth. Until mid-May, the value factor continued its first 

quarter run. This regime shifted as interest rates plateaued and market 

focus shifted toward eventual normalization of monetary policy. Since May 

13th (the quarterly peak for value factor performance, and trough for 

growth factor performance), the US 10 year yield fell 25bps from ~1.70% 

to 1.45% on June 30th, marking a turn for the growth factor within the 

Index. Growth factor performance drove strong returns for the remainder 

of the quarter. Momentum factor performance has been highly correlated 

with the Growth factor since the pandemic lows of 2020; this dynamic did 

not hold true in Q2.

As expected, the Russell Indices executed their annual reconstitution on 

June 25
th
 ŀŦǘŜǊ ǘƘŜ ƳŀǊƪŜǘ ŎƭƻǎŜΦ ²ƘƛƭŜ ǘƘƛǎ ȅŜŀǊΩǎ ǊŜōŀƭŀƴŎŜ ǿŀǎ ŦŀǊ ƭŜǎǎ 

extreme than 2020, there were still notable changes to the Growth Index. 

136 new constituents entered the benchmark, with the majority in 

Consumer Discretionary and Industrials sectors. Consumer Discretionary is 

now 18.5% of the benchmark vs 15.9% prior. The Industrial sector weighting 

went to 6.4% from 4.6%. 98 securities were rebalanced out of the index, 

with Healthcare the largest reduction in Index composition, down to 9.0% 

from 13.6%. Consistent with prior rebalances, the Index valuation expanded 

with new high growth entrants, going from 31x 1Y forward PE to 32.5x.
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2Q21  Large Cap Growth Equity Commentary

Highland Large Cap Growth had a strong quarter, after falling behind during 

the first half, the strategy rallied to beat the Russell 1000 Growth Index. 

We maintained conservative portfolio tracking error throughout the 

quarter, opportunistically trading around positions within our quantitative 

ǇǊƻŎŜǎǎΦ CǊƻƳ ŀ ŦŀŎǘƻǊ ǇŜǊǎǇŜŎǘƛǾŜΣ ǘƘŜ ǎǘǊŀǘŜƎȅΩǎ ƘƛƎƘ ŜȄǇƻǎǳǊŜ ǘƻ ƎǊƻǿǘƘ 

benefitted performance in the quarter. Low exposure to high volatility 

stocks was the largest factor negative to performance. Despite large swings 

in the value factor performance, last quarters move to neutralize value 

exposure paid benefits, as the factor did not significantly impact our 

results. Our quantitative process benefitted from strong security selection 

which was partially offset by weaker allocation attribution. Security 

selection was particularly strong in Information Technology and Industrials, 

while Healthcare was weak. Negative allocation attribution was primarily a 

reflection of cash during a strong quarter for benchmark.

We continue to see strong opportunities for the growth index, with multiple 

sectors and industries experiencing secular tailwinds that are in early 

innings. The strategy enters Q3 with a conservative tracking error, but we 

see potential for opportunities to arise during the quarter to reposition 

more aggressively. The market will likely continue to focus on the path of 

interest rates, and given the multiple compression experienced in the first 

quarter, we will continue to construct the portfolio with caution around 

extreme valuation stocks.
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The Federal Reserve provided some volatility to the bond market after 

delivering a hawkish surprise following the June FOMC meeting. The 

projected path for interest rate decisions now shows two hikes by 2023, 

compared to zero following the previous FOMC meeting in March. The 

Federal Reserve also increased GDP growth expectations for 2021 to reach 

7%, core inflation rising to 3% and the unemployment rate would end the 

year at approximately 4.5%. The signal from the meeting was that the 

economy appears progressing towards stated goals and the days of ultra-

accommodation might be coming to an end. The Federal Reserve did not 

end the monthly asset purchase program (Treasuries and Mortgage-Backed 

Securities), however it did appear that the Federal Reserve is starting to 

discuss the timing of winding this program down. Considering the 

statements on June 16th from the Fed, many investment banks are pulling 

forward the timing of the first interest rate hike (approximately third 

quarter of 2023). Many market participants believe the Federal Reserve 

ǿƛƭƭ ŎƻƳƳǳƴƛŎŀǘŜ ǎƛƎƴƛŦƛŎŀƴǘ ǇƻƭƛŎȅ ŎƘŀƴƎŜ ŀǘ ǘƘŜ CŜŘΩǎ ŀƴƴǳŀƭ ǎȅƳǇƻǎƛǳƳ 

in Jackson Hole, Wyoming, in August. However, some influential members 

of the Federal Reserve have spoken recently about the need to curb asset 

purchases fearing a risk of upside inflation. Dallas Fed President Robert 

YŀǇƭŀƴ ǎǘŀǘŜŘΣ άL ǘƘƛƴƪ ǿŜΩŘ ōŜ ƘŜŀƭǘƘƛŜǊΣ ŀǎ ǿŜΩǊŜ ƳŀƪƛƴƎ ǇǊƻƎǊŜǎǎ ƛƴ 

weathering the pandemic and achieving our goals, to start adjusting these 

purchases (Treasuries and mortgage-backed securities), sooner rather than 

ƭŀǘŜǊΦέ
Inflation is always the main concern for bond investors. Probably the most 

anticipated piece of economic news during the quarter was the release of 

May Consumer Price Inflation (CPI).  Prices rose 0.6% month over month, 

the 2nd largest increase in more than a decade. Core inflation, which 

excludes food and energy, was the highest in 29 years. The increased 

inflation can mostly be attributed to sectors heavily impacted by COVID-19.

The biggest year-on-increases came from the following: food away from 

home (4%), hotels (10%), gasoline (56%), used cars (30%), car and truck 

rentals (110%) and airfares (24%). The parts of the economy that shut down 

the longest are experiencing the most inflation, because shortages 

developed and are hard to alleviate when demand suddenly returns to 

normal all at once after a hiatus. Consumer spending on durable goods has 

risen to levels above trend due to the boost to disposable income from 

fiscal support. Consumer Price Inflation was not the only metric that pointed 

towards higher levels of inflation. US homes prices jumped the most in 

more than 30 years in April. Nationally, the S&P CoreLogic Case-Shiller index 

of property values climbed 14.6% from a year earlier, the biggest gain in 

data since 1988. Additionally, forty percent of small businesses reported 

raised selling prices during the month of May, which is the highest reading 

in monthly data going back to 1986. According to Bill Dunkelberg, chief 

ŜŎƻƴƻƳƛǎǘ ŀǘ ǘƘŜ bŀǘƛƻƴŀƭ CŜŘŜǊŀǘƛƻƴ ƻŦ LƴŘŜǇŜƴŘŜƴǘ .ǳǎƛƴŜǎǎΣ άLƴŦƭŀǘƛƻƴ ƻƴ 

Main Street is rampant and small business owners are uncertain about 

ŦǳǘǳǊŜ ōǳǎƛƴŜǎǎ ŎƻƴŘƛǘƛƻƴǎΦέ /ƻƴǘǊƛōǳǘƛƴƎ ǘƻ ǘƘŜ ǳƴŎŜǊǘŀƛƴǘȅ ƛǎ ǘƘŀǘ ǎƳŀƭƭ 

business owners have been unable to fill positions which corresponds to the 

record high level of job openings. The number of available positions in April 

rose to a record high of 9.3 million. Employers are competing with very 

attractive unemployment benefits tied to the pandemic. The hiring 

challenges might soon be coming to an end as the federal government will 

be phasing out the enhancement in an effort to encourage people to re-

enter the work force. 

Bond investors were able to look past the inflation fears in the market and 

ŦƻǊ ǘƘŜ ǘƛƳŜ ōŜƛƴƎ ŀǊŜ ƛƴ ǘƘŜ ǎŀƳŜ άǘǊŀƴǎƛǘƻǊȅ ƛƴŦƭŀǘƛƻƴ ŎŀƳǇέ ŀǎ ǘƘŜ CŜŘŜǊŀƭ 

Reserve. The 10-year Treasury ended the quarter yielding 1.45% a decline of 

29 basis points since the end of March. Most bond indices generated 
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2Q21 Fixed Income Portfolio Manager Commentary
positive returns in the quarter. The Bloomberg Barclays Aggregate 

increased +1.83% during the quarter. The Bloomberg Barclays Intermediate 

US Gov/Credit index increased +0.98% during the quarter. Longer dated 

securities outperformed this quarter as the slope of the Treasury curve 

reversed course and flattened. One of the biggest challenges for investors 

is what to do with idle cash. With the Fed keeping short term rates at zero, 

attaining attractive returns for cash strategies has become a difficult task. 

Single-A rated 1-to-3-year bonds are at the richest valuation in over 5 

years. During the quarter, 3-month Libor reached an all-time low of 11.8 

basis points on June 14th. Most companies continue to term out short 

term debt and issue longer dated maturities to lock in attractive financing.  

Municipal bonds continue to benefit from extraordinary investor demand 

helping to generate positive returns in a challenging bond environment. 

The Bloomberg Barclays Municipal index increased +1.42% during the 

quarter and is now up +1.06% YTD. The threat of future tax increases has 

brought more attention and inflows into the market. Municipalities have 

sold more than $224 billion during the first six months of 2021, surpassing 

the previous record in 2007. Most municipalities are in better financial 

shape as the economy has reopened from the pandemic and most received 

an influx in federal aid through the American Rescue Plan Act. 

The net supply of debt securities surged during the first year of the 

pandemic at a pace rarely seen. From March 2020 through March 2021, US 

Treasury debt grew by $4.4 trillion or 23%. Corporate and foreign debt 

securities rose $1.3 trillion or 9%. The record issuance in debt was easily 

absorbed by the market. The Federal Reserve, banks, mutual funds, money 

market funds and international investors absorbed 94% of the total growth 

(Federal Reserve was 42% of the total). The relative pace of growth in these 

various markets looks likely to shift in 2021 and beyond. Negative yields in 

Europe and near-zero yields in Japan have also pushed many international 

investors into US corporate debt. 

To combat the fear of rising inflation, the Federal Reserve has been 

communicating to the market that the recent spike in prices will prove to be 

transitory. Supply chain disruptions have created large problems related to 

both output and inflation. It is difficult to predict exactly when the supply-

demand imbalances will normalize. Industry experts believe the 

semiconductor chip shortage will be resolved by early next year. However, it 

might take until mid-2022 to fully restore auto inventories. We remain 

optimistic regarding growth prospects for the next twelve months. 

However, the path of interest rates will not be smooth and will probably be 

ƘŜŀǾƛƭȅ ƛƴŦƭǳŜƴŎŜŘ ōȅ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ǊŜŘǳŎǘƛƻƴ ƛƴ ǘƘŜ CŜŘŜǊŀƭ wŜǎŜǊǾŜΩǎ ōƻƴŘ 

buying program. We have been rotating out of positions in which valuations 

appear stretched. We continue to search for relative value opportunities 

and seek investments that will perform well in varying interest rate 

environments. 
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Contributions Withdrawals Gain/Loss

Cumulative 

Return

Annualized 

Return

Quarter

(4/1/21 - 6/30/21)

Fiscal Year to Date

(10/1/20 - 6/30/21)

Five Year

(7/1/16 - 6/30/21)

Cash Cash $1,615,164 2.6%

Value Value $20,400,462 32.8%

Growth Growth $19,493,250 31.3%

International International $6,539,125 10.5%

Fixed Income Fixed Income $14,154,866 22.8%

Total Total $62,202,866 100.0%$59,060,037 100.0%

$18,210,319 30.8%

$6,434,537 10.9%

$13,959,040 23.6%

$19,247,730 32.6%

-------

$40,728,875 $62,202,866 $21,473,991 $15,905,017 -$24,977,015 $30,545,989 85.26% 13.12%

Asset Allocation
As of 3/31/2021 As of 6/30/2021

$1,208,411 2.0%

$3,681,496 6.27% -------

$52,001,364 $62,202,866 $10,201,502 $7,933,045 -$9,476,984 $11,745,441 22.95%

$59,060,037 $62,202,866 $3,142,829 $413,066 -$951,733

Period Ending 6/30/2021

Beginning 

Market Value

Ending 

Market Value Difference

Total Return Summary

Cash

Value

Growth

International

Fixed Income

Cash

Value

Growth

International

Fixed Income
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Quarter Fiscal Year to Date Five Year (Annualized)

(4/1/21 - 6/30/21) (10/1/20 - 6/30/21) (7/1/16 - 6/30/21)

Total 6.27% 22.95% 13.12%

Total Benchmark 6.40% 20.83% 12.89%

Value 5.05% 38.21% 11.98%

R1000 8.54% 30.68% 17.98%

R1000V 5.21% 36.05% 11.86%

Growth 12.12% 26.36% 22.12%

R1000 8.54% 30.68% 17.98%

R1000G 11.93% 25.86% 23.66%

International 2.20% 27.98% 9.67%

MSCI ACWI ex US 5.48% 27.73% 11.08%

MSCI EAFE 5.35% 26.71% 10.79%

Fixed Income 2.44% 2.11% 3.77%

*BBCGC 2.42% -1.16% 3.31%

*BBCAG 1.83% -0.95% 3.03%

*Source: Blooomberg Index Services Limited

Performance Returns for Various Periods
0% 5% 10% 15%

Total

Value

Growth

International

Fixed Income

-20% 0% 20% 40% 60%

Total

Value

Growth

International

Fixed Income

0% 10% 20% 30%

Total

Value

Growth

International

Fixed Income
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Domestic Equity Sector Allocation vs. R1000

Domestic Equity Quarterly Sector Returns vs. R1000
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Security Weight %
QTD Return 

%
Security Weight %

QTD Return 

%
Security Weight %

QTD Return 

%

APPLE INC 5.32 12.32 APPLE INC 5.22 12.31 APPLE INC 5.90 12.31

MICROSOFT CORP 4.91 15.22 MICROSOFT INC 4.96 15.16 MICROSOFT CORP 5.60 15.16

AMAZON COM INC 3.51 11.19 AMAZON.COM INC 3.62 11.19 AMAZON.COM INC 4.05 11.19

FACEBOOK INC 2.74 18.06 FACEBOOK INC-A 2.02 18.06 FACEBOOK INC-A 2.29 18.06

ALPHABET IN CL A 2.73 17.54 ALPHABET INC-CL A 1.78 18.39 ALPHABET INC-CL A 2.02 18.39

HOME DPOET INC 1.67 5.04 ALPHABET INC-CL C 1.73 21.16 ALPHABET INC-CL C 1.96 21.16

JP MORGAN CHASE & CO 1.58 2.78 TESLA INC 1.28 1.76 BERKSHIRE HATHAWAY INC CL-B1.45 8.79

NVIDIA CORP 1.48 56.84 BERKSHIRE HATHAWAY INC-CL B1.27 8.79 TESLA INC 1.44 1.76

ALPHABET IN CL C 1.38 18.39 NVIDIA CORP 1.16 48.89 NVIDIA CORP 1.37 49.89

VISA INC 1.35 10.63 JPMORGAN CHASE & CO 1.14 2.77 JP MORGAN CHASE & CO 1.29 2.77

Period Ending 6/30/2021

Account Russell 1000 S&P 500
Top Ten Domestic Equity Holdings

26.67

73.33

TOP TEN HOLDINGS OTHER HOLDINGS

24.18

75.82

TOP TEN HOLDINGS OTHER HOLDINGS

27.37

72.63

TOP TEN HOLDINGS OTHER HOLDINGS



YŜȅ ²Ŝǎǘ DŜƴŜǊŀƭ 9ƳǇƭƻȅŜŜǎΩ CǳƴŘ
 

Security Weight %
QTD Return 

%
Security Weight %

QTD Return 

%
Security Weight %

QTD Return 

%

SONY GROUP 6.41 -9.02 NESTLE 2.12 14.75 TAIWAN SEMICONDUCTOR MFG1.91 1.97

STMICROELECTRONICS NV-NY SHS 5.86 -4.95 ASML HLDG 1.70 12.22 TENCENT HOLDINGS LI 1.58 -5.38

HITACHI LIMITED 5.11 24.84 ROCHE HOLDING GENUSS 1.56 15.85 ALIBABA GRP HLDG 1.56 0.02

SIEMENS AG SPONS ADR 4.79 -3.23 LVMH MOET HENNESSY 1.28 18.65 NESTLE 1.31 14.75

KONINKLIJKE PHILIPS ELECTRS 3.92 -11.35 NOVARTIS 1.20 6.74 SAMSUNG ELECTRONICS 1.25 -1.15

GLAXOSMOTHKLINE PLC ADR 3.60 13.56 TOYOTA MOTOR CORP 1.10 12.03 ASML HLDG 1.05 12.22

DAIMLER AG 3.57 1.80 ASTRAZENECA 0.93 20.47 ROCHE HOLDING GENUSS 0.96 15.85

KYOCERA CORP 3.51 -3.73 UNILEVER PLC (GB) 0.91 5.67 LVMH MOET HENNESSY 0.79 18.65

TAIWAN SEMICONDUCTOR MFG 3.18 1.89 AIA GROUP 0.89 2.31 NOVARTIS 0.74 6.74

SAP SE 3.06 15.81 SAP 0.87 16.30 TOYOTA MOTOR CORP 0.68 12.03

Period Ending 6/30/2021

Top Ten International Equity Holdings
Account MSCI EAFE MSCI ACWI ex US

43.01

56.99

TOP TEN HOLDINGS OTHER HOLDINGS

12.56

87.44

TOP TEN HOLDINGS OTHER HOLDINGS

11.83

88.17

TOP TEN HOLDINGS OTHER HOLDINGS

11.83

88.17

TOP TEN HOLDINGS OTHER HOLDINGS
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International Equity Country Allocation
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*Source: Bloomberg Index Services Limited

Yield: 2.98% Yield: 2.27% Yield: 2.40%

Corporate Bonds 42.7% Corporate Bonds 37.7% Corporate Bonds 26.5%

US Treasuries 0.6% US Treasuries 53.8% US Treasuries 37.8%

Gov't Sponsored 0.8% Gov't Sponsored 8.5% Gov't Sponsored 6.0%

Mortgage Pools 45.7% Total 100% CMBS 2.1%

Other 10.2% ABS 0.3%

Total 100% US MBS 27.3%

Other 0.0%

Total 100%

Period Ending 6/30/2021

Fixed Income Sector Allocation

Fixed Income Portfolio

Corporate Bonds US Treasuries

Gov't Sponsored Mortgage Pools

Other

Bloomberg Barclays Capital 
Government/Credit Index

Corporate Bonds US Treasuries

Gov't Sponsored

Bloomberg Barclays Capital 
Aggregate Index

Corporate Bonds US Treasuries

Gov't Sponsored CMBS

ABS US MBS
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Source:Bloomberg Index Services Limited

Average Quality: A1 Average Quality: AA2/AA3 Average Quality: AA1/AA2

Aaa 43.9% Aaa 58.7% Aaa 70.7%

Aa 4.0% Aa 4.7% Aa 3.4%

A 12.3% A 15.8% A 11.2%

Baa 24.1% Baa 20.9% Baa 14.7%

Other 15.7% Other 0.0% Other 0.0%

Total 100% Total 100% Total 100%

Period Ending 6/30/2021

Bond Quality Allocation

Fixed Income Portfolio

Aaa Aa A Baa Other

Bloomberg Barclays Capital 
Government/Credit Index

Aaa Aa A Baa Other

Bloomberg Barclays Capital 
Aggregate Index

Aaa Aa A Baa Other


